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In late July, President Carlos Menem's administration announced import ceilings on an array of
industrial imports- -particularly textiles to offset the country's growing trade deficit. The Menem
administration's decision in April 1991 to freeze Argentine currency at parity with the US dollar
has generally achieved the government's central goal of controlling inflation. In 1991, the annual
inflation rate plummeted to 56% down from 800% the previous year and in 1992 inflation closed at
below 20% (see Chronicle 11/19/92). In early August, Economy Minister Domingo Cavallo architect
of the government's currency convertibility scheme announced that inflation in July was only
0.3%, the lowest monthly inflation rate since the peso-dollar parity took effect in 1991. Cavallo now
enthusiastically predicts that the inflation rate for 1993 will fall below 10%. Notwithstanding these
achievements, however, the currency parity has created a huge trade deficit for the first time in
recent Argentine history, since the overvalued peso greatly increased local demand for imported
goods, while slighting the export sector. Last year, the government reported a total US$3 billion
trade deficit, compared to a US$4 billion trade surplus in 1991. According to the latest estimates
by the Economy Ministry released in July, the trade deficit grew even more in the first five months
of this year. Imports from January-May rose by 8.4% compared to the same period last year, from
US$5.184 billion to US$5.621 billion. In contrast, exports only grew by 7.1%, from US$4.698 billion
to US$5.031 billion. As a result, the trade deficit in the first five months reached US$590 million,
representing a US$100 million jump over the same time period in 1992. Unlike in 1992 when trade
with Brazil accounted for the lion's share of the deficit this year the largest trade imbalance is with
the US, Mexico, and Canada. In fact, Argentina's trade deficit with the other three members of the
Mercosur common market Brazil, Paraguay, and Uruguay dropped sharply in the January-May
period to US$151.5 million, down from US$615.7 million in the same period in 1992. Officials largely
attribute the improvement to commercial agreements signed with Brazil early this year, which
greatly expanded Argentine export quotas to Brazil for wheat, oil, and some industrial products,
such as automobiles (see Chronicle 03/18/93). Nevertheless, the growth in Argentina's global trade
deficit spurred protectionist measures against imports in late July. The Economy Ministry set import
ceilings for a variety of industrial inputs and finished products, particularly textiles and paper goods.
When imports exceed the quota for those products, tariffs will increase. The country's industrial
associations had energetically pushed for import ceilings on textiles since last year. According to
the Argentine Industrial Union (Union Industrial Argentina, UIA), raw material imports for textiles
jumped 89.1% since the beginning of 1993. Garment imports climbed 58.2%, and imports of full
suits and dresses rose 40%. "The new policy represents efforts to contain unfair international trade
practices without imposing absolute protectionist measures," said Rolando Pietrantueno, president
of the Argentine Council of Industry (Consejo Argentino de la Industria), who blamed much of the
surge in imports on dumping by foreign companies. "Although the measures are only limited to a
few industrial sectors, we welcome them as an important move to protect the national productive
apparatus." Added UIA president Jorge Blanco Villegas, "No serious country will just merrily
give away its markets as gifts. The only ones who will oppose these measures are the dogmatic,
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market-opening fundamentalists." Still, Economy Minister Cavallo warned that the protectionist
measures are only temporary, and do not represent a change in the Menem administration's
support for free trade. Indeed, Cavallo said that to maintain the measures, he will insist that the
industrial unions sign an agreement with the government to "modernize" and upgrade their
industries to better compete with foreign companies. Local economists criticized the measures,
however, as sidestepping the basic problem of an overvalued peso. "The defense and protection
of national products are not wrong, as long as such measures are justified," said Eduardo Curia, a
top-level consultant for the governing Peronist party (Partido Justicialista). "Although the import
ceilings are needed given the problems of unfair competition, the fact is the basic problem is the
currency exchange affair. The measures therefore represent an indirect response to the problems."
Moreover, it remains to be seen how Argentina's Mercosur trade partners will react. The Menem
administration's decision last year to increase from 3% to 10% its so-called "statistics tax" an internal
levy on most imports, which is in addition to the normal customs tariffs- -generated harsh protest
from the other three Mercosur countries, who criticized such protectionist measures as a breach
of common market agreements. (Sources: Reuter, 07/27/93; Notimex, 07/26/93, 08/04/93; Agence
France-Presse, 07/25/93, 07/26/93, 07/30/93, 08/02/93, 08/04/93)
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